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INDEPENDENT AUDITORS' REPORT

Board of Supervisors

Dakota Dunes Community
[mprovement District

Union County, South Dakota

We have audited the accompanying financial statements of the govemmental activities, the business-
type activities and each major fund of DAKOTA DUNES COMMUNITY IMPROVEMENT
DISTRICT, Union County, South Dakota, as of and for the year ended December 31, 2010, which
collectively comprise the District's basic financial statements as listed in the table of contents. These
financial statements are the responsibility of the Dakota Dunes Community Improvement District's
management. Our responsibility is to express opinions on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are free of
material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the accounting principles
used and the significant estimates made by management, as well as evaluating the overall financial
statement presentation. We believe that our audit provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, the business—type activities, and each major
fund of the Dakota Dunes Community Improvement District as of December 31, 2010, and the
respective changes in financial position, and cash flows, where applicable, thereof for the year then
ended in conformity with the accounting principles generally accepted in the United States of America.

In accordance with Government Auditing Standards, we have also issued our report dated November 10,
2011, on our consideration of the Dakota Dunes Community Improvement District's internal control
over financial reporting and on our tests of its compliance with certain provisions of laws, regulations,
contracts and grant agreements and other matters. The purpose of that report is to describe the scope of
our testing of internal control over financial reporting and compliance and the results of that testing, and
not to provide an opinion on the internal control over financial reporting or on compliance. That report is
an integral part of an audit performed in accordance with Government Auditing Standards and should be
considered in assessing the results of our audit.
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Accounting principles generally accepted in the United States of America require that the management's
discussion and analysis on pages 3 through 10 be presented to supplement the basic financial statements.
Such information, although not a part of the basic financial statements, is required by the Governmental
Accounting Standards Board, who considers it to be an essential part of financial reporting for placing
the basic financial statements in an appropriate operational, economic, or historical context. We have
applied certain limited procedures to the required supplementary information in accordance with
auditing standards generally accepted in the United States of America, which consisted of inquiries of
management about the methods of preparing the information and comparing the information for
consistency with management's responses to our inquiries, the basic financial statements, and other
knowledge we obtained during our audit of basic financial statements. We do not express an opinion or
provide any assurance on the information because the limited procedures do not provide us with
sufficient evidence to express an opinion or provide any assurance.

Our audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the Dakota Dunes Community Improvement District's financial statements as a
whole. Other supplementary information included in this report (shown on page 38) is presented for
purposes of additional analysis and is not a required part of the financial statements. The Budgetary
Comparison Schedule - General Fund is the responsibility of management and was derived from and
relates directly to the underlying accounting and other records used to prepare the financial statements.
The information has been subjected to the auditing procedures applied in the audit of the financial
statements and certain additional procedures, including comparing and reconciling such information
directly to the underlying accounting and other records used to prepare the financial statements or to the
financial statements themselves, and other additional procedures in accordance with auditing standards
generally accepted in the United States of America. In our opinion, the information is fairly stated in all
material respects in relation to the financial statements as a whole.

As discussed in Note 15 to the financial statements, during Summer 2011, the District experienced a

significant flooding event requiring substantial emergency construction of a levee system to protect the
District’s infrastructure and other real property within the District.

,{4734,&»-1 o ltihlinon PC

Certified Public Accountants

Sioux City, lowa
November 10, 2011



MANAGEMENT'S DISCUSSION AND ANALYSIS

This section of the Dakota Dunes Community iImprovement District's annual financial report presents
management’s discussion and analysis of the District's financial performance for the year ended on
December 31, 2010. Please read it in conjunction with the District’s financial statements, which follow this
section.

FINANCIAL HIGHLIGHTS

* The District's General Fund revenues generated from charges for services, property taxes and other
revenues of $1,016,660. This is a 5.2 percent increase from 2009. This increase in revenue can mostly
be attributed to additional property tax collections. This tax collection was a result of an increase in the
taxable value of Dakota Dunes. There was no change in the mill levy. Charges for services and other
revenues included in the above total revenues generated $4,275 from contract revenues and $19,685
from cable franchise fees. Total expenditures from the General Fund in 2010 were $891 ,731, which
was a decrease of 7.9 percent from 2009 expenditures of $968,027. The decrease was primarily due to
lower capital expenditures in 2010. This resulted in a net increase in fund balance of $124,929. The
District's General Fund cash increased approximately $170,000 in 2010. This is due to excess cash
accumulated from more revenues than expenses in 2010.

* In the District's business-type activities (Enterprise Fund), operating revenue increased from $727,631
in 2009 to $861,256 in 2010, while operating expenses decreased from $1,117.279 in 2009 to $997,187
in 2010, a 10.7 percent decrease. The decrease in expense is primarily due to major rehabilitation of
the sanitary sewer lift stations completed during 2009 that were not incurred in 2010. Effective July 24,
2009 a sewer rate increase went into effect. At that time, the volume included in the base sewer rate
was reduced by 1,000 gallons. The base volume was further reduced by an additional 1,000 gallons in
January 2010 and January 2011. The sewer is billed at $2.00 per thousand gallons.

USING THIS ANNUAL REPORT

This annual report consists of a series of financial statements. The statement of net assets and the
statement of activities (on pages 11-13) provide information about the activities of the District as a whole

and present a longer-term view of the District's finances. Fund financial statements start on page 14.

These statements tell how these services were financed in the short term as well as what remains for future
spending. Fund financial statements also report the District's operations in more detail than the government-
wide statements by providing information about the District's most significant funds.

The following summarizes the major features of the District's financial statements, including the portion of
the District government they cover and the types of information they contain. The remainder of the overview
section of the management's discussion and analysis explains the structure and contents of each of the

statements.
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Major Features of Dakota Dunes' Government-Wide and Fund Financial Statements

Fund Statements

Scope

Required Financial
Statements

Accounting Basis and
Measurement Focus

Type of Asset/Liability

Information

Type of Inflow/Cutflow
Information

Reporting the District as a Whole

Government-Wide
Statements

Governmental Funds

Proprietary Funds

Entire Dakota Dunes CID
{except fiduciary funds and
the fiduciary component
units)

*Statement of Net Assets
*Statement of Activities

Accrual accounting and
economic resources focus

All assets and liabilities, both
financiat and capital, and
short-term and long-term

All revenues and expenses
during the year, regardless
of when cash is received or
paid

The Statement of Net Assets and the Statement of Activities

The activities of the District
that are not proprietary or
fiduciary

*Balance Sheet
*Statement of Revenues,
Expenditures and Changes
in Fund Balances

Modified accrual accounting
and current financial
resources focus

Only assets expected to be
used up and liabifities that
come due during the year or
soon thereafter; no capital
assets included

Revenues for which cash is
received during or soon after
the end of the year;
expenditures when goods or
services have been received

and payment is due during the

year or soon thereafter

Activities the District
operates similar to
private businesses, the
water and sewer systems

*Statement of Net Assets
*Statement of Revenues,
Expenses and Changes
in Net Assets
*Statement of Cash
Flows

Accrual accounting and
€economic resources
focus

All assets and liabilities,
both financial and capital,
and shori-term and long-
term

All revenues and
expenses during the
year, regardless of when
cash is received or paid

Our analysis of the District as a whole begins on page 6. One of the most important questions asked about
the District's finances: "Is the District as a whole better off or worse as a result of the year's activities?" The
Statement of Net Assets and the Statement of Activities report information about the District as a whole and
about its activities in a way that helps answer this question. These statements include all assets and
liabilities using the accrual basis of accounting, which is similar to accounting used by most private-sector
companies. Accrual of the current year's revenues and expenses are taken into account regardless of when

cash is received or paid.
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These two statements report the District's net assets and changes in them. The District's net assets is the
difference between assets, what the District owns, and liabilities, what the District owes, and is one way to
measure the District's financial health, or financial position. Over time, increases or decreases in the
District's net assets are one indicator of whether its financial health is improving or deteriorating. Other
nonfinancial factors, however, such as changes in the District's property tax base and cost structure affect
the overall health of the District.

Reporting the District's Most Significant Funds

Fund Financial Statements: Maijor Funds
- General
- Water
- Sewer

The fund financial statements begin on page 14 and provide detailed information about the most significant
funds - not the District as a whole. Some funds are required fo be established by State law. However, the
Board of Supervisors establishes other funds to help it control and manage cash for particular purposes.
The District has two kinds of funds.

Government Funds: The District's services are reported in governmental funds, which focus on how cash
fiows into and out of those funds and the balances left at year-end that are available for spending. These
funds are reported using an accounting method called modified accrual accounting, which measures cash
and all other financial assets that can readily be converted to cash. The governmental fund statements
provide a detailed short-term view of the District's operations and the services it provides. Governmental
fund information helps you determine whether there are more or fewer financial resources that can be spent
in the near future to finance the District's programs. The relationship (or differences) between governmental
activities (reported in the Statement of Net Assets and the Statement of Activities) and governmental funds
is described in a reconciliation following the fund financial statements.

Proprietary Funds: Services for which the District charges a fee are generally reported in proprietary funds.
Proprietary funds are reported in the same way as the government-wide financial statements. The District's
two enterprise funds - water and sewer, are the same as its business-type activities, but provide more detail
and additional information, such as cash flows.

Notes {o the Financial Statements: The notes provide additional information that is essential to a full
understanding of the data provided in the government-wide and fund financial statements. The notes to the
financial statements can be found on pages 22 - 37 of this report.
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THE DISTRICT AS A WHOLE

The District's total net assets decreased from a year ago, from $27.0 million to $26.8 million. The analysis
below focuses on the net assets (Table 1) and changes in net assets (Table 2) of the District's governmental
activities and business-type activities.

Current and Other Assets
Capital Assets

Total Assets

Other Liabilities
Total Liabilities

Net Assets:

Invested in Capital Assets

Net of Related Debt
Restricted
Unrestricted

Table 1

Summary of Net Assets

Governmental Activities Business-type Aclivities Total

2009 2010 2009 2010 2009 2010
$ 519,270 $ 685902 % 697,527 % 579,454 § 1,216,797 § 1,265,356
16,858,638 16.526,926 9,335,901 9,292,065 26,194,539 $ 258189
$ 17377908 § 17212828 $ 10033428 $ 9871510 27.411,336 $§ 27,084,347
Long-term Debt Outstanding § 61,703 § 35,666 3% 71,032 % 46,065 132,735 % 81,731
63,513 96,555 190,547 33244 % 244,060 § 129,799
$ 115,216 § 132221 § 261579 § 79,309 376,795 § 211,530
$ 16,756,935 $ 16,421,817 $ 9.264,869 §$ 9,246,000 26,021,804 $ 25667.817
12,190 12,190 - - 12,190 12,190
493,567 646,600 506,980 546,210 1,000,547 1.192,810
$§ 17262692 § 17.080607 $ 9771843 $ 9,792,210 27,034,541 $ 26,872,817

Total Net Assets

Total net assets of the District decreased by approximately $160,000 in 2010 and increased by
approximately $2,100,000 in 2009. The $2,100,000 increase in total net assets in 2009 was largely due to
capital grants and contributions of about $2,900,000. Unrestricted net assets, the portion of net assets that
can be used to finance day-to-day operations without constraints established by debt covenants, enabling

legislation, or other legal requirements, increased from approximately $1,000,000 at the end of 2009 to

$1,190,000 at the end of 2010.
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Table 2 compares the 2010 change in net assets to the 2009 change in net assets.

Table 2
Summary of Changes in Net Assets
Governmental Activities Business-type Activities Total Percent
2009 2010 2009 2010 2009 2010 Change
Revenues:
Program Revenues:
Charges for Services § 5963 § 4275 % 694,198 § 803277 $ 700,161 % 807,552 15.3%
Capita! Grants and
Contributions 2,123,232 296,838 860,065 167,775 2,983,297 464,613 -84.4%
General Revenues:
Property Taxes 942,113 988,064 - - 942,113 988,064 4.9%
Other 30,099 24,618 43,742 48,657 73.841 73,275 -0.8%
Tolal Revenues $ 3101407 § 1,313,795 $ 1,598,005 $ 1019709 §$ 4,699,412 $ 2,333,504 -50.3%
Expenses:
General Government $ 270,371 § 292,185 $ - % - % 270,371 % 292,185 8.1%
Public Safety 77,453 86,453 - - 77,453 86,453 11.6%
Public Works 752,41 781,393 - - 752,491 781,393 3.8%
Culture and Recreation 349,774 332,575 - - 349,774 332,575 -4.9%
Interest 4,588 3.274 - - 4,588 3,274 -28.6%
Water - - 569,350 504,784 569,350 594,784 4.5%
Sewer - - 551,595 404,564 551,595 404,564 -26.7%
Total Expenses $ 1454677 $ 1495880 § 1,120,945 § 999348 § 2575622 § 2495228 -3.1%
Change in Net Assels $ 1646730 § {182,085) % 477,060 $ 20,361 % 2,123,790 % {161,724)
Net Assets - Beginning 15,615,962 17,262,692 9,118,675 9,771,849 24,734,637 27,034,541
Prior Period Restatement - - 176,114 176,114 -
Net Assets - Ending § 17262692 § 17,080,607 $ 9771849 $ 9792210 § 27034541 & 26,872,817
Other, $73,275
2010 Total Revenues
B Charges for Services
s for Services,
07,552 m Capital Grants and Contributions
Property Taxes, Property Taxes
$988,064

W Other
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Tabie 3 presents the cost of each of the District's programs as well as each program’s net cost (total cost
less revenues generated by activities). The net cost shows the financial burden that was placed on the
District by each of these functions.

General Government
Public Safety

Public Works

Culture and Recreation
interest

Water

Sewer

Table 3
Cost of Services

Net {Cost) Revenue

Total Cost of Services of Services
2009 2010 2009 2010
$ 270,371 § 292185 § (270,371) $ (292,185)
77,453 86,453 (71,490) (82,178)
752,491 781,393 1,370,741 (484,555)
349,774 332,675 (349,774) (332,575)
4,588 3,274 {(4,588) (3,274)
569,350 594,784 289,823 3,452
551,595 404,564 143,495 (31,748)

$2575,622 $2,495228 $1,107,836 $(1,223,063)

Sewer, $404,564

Interest, $3,274

General Government,
$202 185

ulture and

Recreation, $332,5675

Public Safety,
$86,453

2010 Total Expenses

W General Government
W Public Safety

i Public Works

M Culture and Recreation
& Interest

“i Water

Sewer

THE DISTRICT'S FUNDS

The financial analysis of the District's funds mirror those highlighted in the analysis of governmental and
business-type activities presented above. The District currently has one governmental fund - the general
fund, and two business-type funds, water and sewer. None of the District's funds had deficit balances at

December 31, 2010.
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GENERAL FUND BUDGETARY HIGHLIGHTS

General Fund 2010 revenues were over budget by $9,579. The General Fund expenditures consist of
General Government, Public Safety, Public Works, Culture and Recreation, Capital Outlay, and Debt
Service. Within this budget, Dakota Dunes Community Improvement District spent $78,119 less than
budgeted in 2010. This can be explained by unused doliars within the general government, public safety,
public works and capital outlay line items. In contrast, culture and recreation was over budget by
approximately $12,500 due to increased cost related fo snow removal. The unusual snow removal charges
of $25,127 were charged to emergency disaster prevention since they should not occur every year.

CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets

The District's capital assets decreased by approximately $370,000. This is mainly atiributable to
depreciation and amortization expense of $1,000,000 and capital asset additions of $630,000.

Table 4
Capital Assets Net of Accumulated Depreciation
Governmental Activities Business-type Activities Total
2009 2010 2009 2010 2009 2010

Land $§ 2252320 $ 2256861 % 73,806 § 73,806 % 2,326,126 § 2,330,667
Improvements other

than Buildings 14,261,008 13,976,017 9,081,212 9,004,071 23,342,310 22,980,088
Machinery and Equipment 345,220 294,048 12,361 9,022 357,581 303,070
Intangible Assets - - 168,522 205,166 168,522 205,166

Total Capital Assets (Net) $ 15858638 § 16,526,926 $  9,335.901 $ 9202065 3 26194539 § 25,818,991

This year's major capital asset additions were infrastructure (land, street, signage, storm sewer, sanitary
sewer and water) donated for public use and maintenance. They include:

* Tract A, Dakota Dunes Golf Course 28th Addition, East Pinehurst Trail
Long-Term Liabilities
At year-end, the District had long-term liabilities of $92,363.
Total outstanding debt relating to financing leases for equipment purchases totaled $35,666. The District

retired approximately $25,000 of the State Revolving Fund (SRF) loan for the water interconnect project,
resulting in a balance of $46,065 at December 31, 2010.
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In addition, the District is fiable for accrued sick leave payable ($10,632 at 2010, $7,323 at 2009) to full-time
employees who have been employed for more than 10 years. The increase in accrued sick leave payable is
due to salary increases, an increase in the amount of leave accumulated and outstanding at the end of the
year by these full-time employees, and one employee reaching the 10 year mark during 2010.

ECONOMIC FACTORS AND NEXT YEAR'S BUDGETS AND RATES

The District’'s current economic position has continued to improve. The District experienced a 12.9 percent
increase in total taxable valuation in 2011 to $357,352,920 as compared to the prior year. The increase in
property valuation allows the District the ability to increase the amount of revenue generated from property
taxes by approximately $66,127 or 6.7 percent, while decreasing the mill levy from 3.10 to 2.95 which is a
4.8 percent decrease. Under the state mandated property tax freeze, property taxes from one year to the
next may increase 3 percent or an amount based on the Consumer Price Index (CP1), whichever is lower,
plus the growth rate.

Unlike municipalities, the District does not have authority to assess a sales tax. Therefore, a substantial
amount of General Fund revenues comes from property tax.

The District-adopted General Fund operating budget for the 2011 fiscal year increased 2.8 percent to
$833,305. An additional $149,000 is budgeted for capital purchases and $19.000 for lease payments.

CONTACTING THE DISTRICT'S FINANCIAL MANAGEMENT
This financial report is designed to provide our citizens, taxpayers, customers, investors and creditors with a
general overview of the District’s finances and to demonstrate the District's accountability for the cash it

receives. If you have questions about this report or need additional information, contact the District's
Finance Office, P.O. Box 1997, 335 Sioux Point Road, Suite 200, Dakota Dunes, South Dakota 57049.
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DAKOTA DUNES COMMUNITY IMPROVEMENT DISTRICT

STATEMENT OF NET ASSETS

DECEMBER 31, 2010

Primary Government

Business-
Governmental Type
Activities Activities Total
ASSETS
Cash ot $ 515016 § 206233 $ 721,249
Certificates of DEPOSIt .ovuveeeeeeereeeeeeeeeeeee e 103,684 317,146 420,830
Taxes Receivable ..........ccoovoviieeiceeeeeeeee e e eerv e 18,976 18,976
Accounts Receivable - Net  ..oovveeeeeeeeceeeeeeeeeeeee e 27,244 48,169 75,413
INVENLOTY ettt s e 8,792 7,906 16,698
DEPOSIES ..ottt e 12,190 12,190
Capital Assets:
Land ..ottt st e e e e 2,256,861 73,806 2,330,667
Other Capital Assets, Net of Depreciation ..................... 14,270,065 9,013,093 23,283,158
Intangible Assets, Net of Amortization .........ccoooe....... 205,166 205,166
TOtal ASSELS .ovveeeereeceeeerieece e eeeeeenes $ 17,212,828 $ 9,871,519 $ 27,084,347
LIABILITIES
Accounts Payable and Accrued Expenses ......o.ccoueenee... $ 86,686 $ 32,481 $ 119,167
Internal Balances .......cocoveiveeinecieneieeeeeeseeesreseveceseresnnns 5,074 ( 5,074) -
Long-Term Liabilities:
Due Within One Year .....coocooveeooceeeeeeeeeveeeeeeeeeesann 17,372 25,852 43,224
Due in More than One Year ........ccocoevceeeeveveeeeeeeeenvennnnn 23,089 26,050 49.139
Total Liabilities .......cccecvvveeereerirsircesrecrreesrerenanens $_ 132221 $ 79309 $ 211,530
NET ASSETS
Invested in Capital Assets, Net of Related Debt ................ $ 16,421,817 $ 9,246,000 $ 25,667,817
Restricted for Risk Management ..........cccoovveeeiiecicneneneen., 12,190 12,190
Unrestricted ..ottt ee e e ar s 646,600 546,210 1,192,810
Total Net ASSEtS .ovvvveveeieeeereeiecctceesiccevacsnne e $ 17,080,607 $ 9,792210 $ 26,872,817

See Accompanying Notes to Financial Statements
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DAKOTA DUNES COMMUNITY IMPROVEMENT DISTRICT

STATEMENT OF ACTIVITIES

FOR THE YEAR ENDED DECEMBER 31, 2010

Program Revenues

Charges Capital
for Grants and
Expenses Services Contribution
GOVERNMENTAL ACTIVITIES
General GOVEIMMENt ......ccovvvevevveemeeeceeeereeeeesrer s $ 292,185
Public Safety .......cooveeveveeeeecceeeeece e 86,453 $ 4,275
Public WOrks ... 781,393 $ 296,838
Culture and Recreation .......oooocoeeeeeeeeeveeeeeeeeeeseennn, 332,575
Interest on Long-Term Debt .........covvvevvvverieecvvenennn. 3274
Total Governmental Activities ................... $ 1,495880 § 4,275 $ 296,838
BUSINESS-TYPE ACTIVITIES
WALET oottt et $ 594,784 § 505,276 $ 92,960
SEWET e e ee e 404.564 298.001 74,815
Total Business-Type Activities .................. $ _999.348 § 803277 $ 167.775
Total Primary Government ........................ $ 249522 $ 807,552 $ 464,61
GENERAL REVENUES:
Property Taxes .....cccccooeiriccnnnicisisreeeeeeeeeneseenns
Unrestricted Investment Eamnings ...........o.u........
(Loss) on Disposal of Capital Assets ...................
Rental Income .......ccoeemmmiiieiieieceeee v,
Miscellaneous ........ccvvveeeeeenceieeeree e
Total General Revenues .........coceuueeen....
Change in Net ASSEtS  ...c.oocueuiivercmeeeeeeereeeeeeeeenna
Net Assets - Beginning .....ccoeevvveeeeeeveeeicceecevraene
Prior Period Restatement ..........o.cooovveevvvverernnennnn.
Net Assets - Ending .....o.oeeevecivvviieceeeeeeeeee e,
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Net (Expense) Revenue

and Changes in Net Assets

Primary Government

Governmental

Activities

$( 292,185)
(  82,178)
(  484,555)
( 332,575)

(__3.274)

$( 1,194,767)

$( 1,194,767)

$ 988,064
2,073
2,250

20,295

$ 1,012,682
$(  182,085)
17,262,692

$ 17,080,607

Business-

Type
Activities

$ 3,452
( _31.748)

$( _28.296)
$(  28,296)

b 6,158
( 15,480)
43,222

14,757

$ 48,657
3 20,361
9,603,327

168,522

$ 9792210

See Accompanying Notes to Financial Statements

Total
$(C  292,185)
(  82,178)
{  484,555)
332,575)

( 3.274)

$( 1,194,767)
$ 3,452
(__31.748)

$( ___28,296)
$( 1,223,063)

$ 988,064
8,231

( 15,480)
45,472

35,052

$ _1.061,339
8 161,724)
26,866,019

168,522

$ 26872.817
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DAKOTA DUNES COMMUNITY IMPROVEMENT DISTRICT

BALANCE SHEET
GOVERNMENTAL FUND

DECEMBER 31, 2010

General
Fund
ASSETS
CASN ettt oo e eeeeee oo seees $ 515,016
Certificates 0f DEPOSIE ..........ccorveeicrriertcrieeeeeee e 103,684
TaxXes RECEIVADIE .o.oueeeeeeee e oo 18,976
Accounts Receivable - Net .......coovmuiiueeeceiiirooeeeeeeeeeeeeee oo 27,244
INVENLOTIES  ..oeotvitiii ettt 8,792
DIBPOSIES ettt et et 12,190
TOLAl ASSELS ...ttt e es et e oo $ 685,902
LIABILITIES
ACCOUNES PAYADIE ... $ 80,255
ACCIUEd WABES ...ttt e 6,431
Deferred REVENUE ...t 14,845
Interfund Payable ...........cc.oooieeeee e 5.074
Total Liabilities .......c.cooouvemreemeeeeecteeeeeecee e e et $ 106,605
FUND BALANCES
Reserved:
IVEIOLY ittt b e e et $ 8,792
DEPOSIES ettt e 12,190
URIESEIVE oottt e 558.315
Total Fund Balances .......co.ococuveeeieieceeeeeeeeeeeeeeeeeeeeeooeeoeeoeeeeeeeoeeeoe $ 579,297
Total Liabilities and Fund Balances ...............oooeeeeemoommsoooeoeoooeoooooooo § 685,902

See Accompanying Notes to Financial Statements
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DAKOTA DUNES COMMUNITY IMPROVEMENT DISTRICT

RECONCILIATION OF THE BALANCE SHEET -
GOVERNMENTAL FUND TO THE STATEMENT OF NET ASSETS

FOR THE YEAR ENDED DECEMBER 3 1,2010

Total governmental fund balances (PAZE 14) oo $ 579,297

Amounts reported in governmental activities in the statement of net assets are
different because:

Capital assets used in governmental activities are not financial resources

and therefore are not reported in the funds ....vvoooooooerrerro 16,526,926

Long-term liabilities are not due and payable in the current period and

therefore are not reported in the funds ........ooovocoooerrerersr o ( 40,461)

Taxes receivable - delinquent are not available to pay for current period

expenditures and therefore are deferred in the funds  .................. 14,845
Total net assets of governmental activities (PAZE T1) oot $ 17,080,607

See Accompanying Notes to Financial Statements
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DAKOTA DUNES COMMUNITY IMPROVEMENT DISTRICT

STATEMENT OF REVENUES,
EXPENDITURES, AND CHANGES IN FUND BALANCE

GOVERNMENTAL FUND

FOR THE YEAR ENDED DECEMBER 31, 2010

General
Fund
REVENUES
PIOPEITY TAXES  ...ocvieeeiiceiceeiciereni et ent st se s s eseeesssaes s e s ee s $ 987,767
Charges fOr SEIVICES  .......ouicorreireeeeeee et e s s et 4,275
Rental INCOME ...ttt e et e 2,250
INEETESE oottt et e e s e ses s e e es e 2,073
MISCEIIANEOUS ...t et et st eeeee oo 20,295
TOtal REVENUES ...t ee e ees s $ 1,016,660
EXPENDITURES
Current:
General GOVEIIIMENE  ......ccovriirereeeieece et e e e e e s ee s e e $ 288,350
PUBLIC SAEtY oot 71,303
PUDLIC WOLKS ...ttt e e s et 186,969
Culture and RECTEAtION  ......cevieieienieeeeeeceect et et 249,070
Capital QULIAY ...ttt ettt e 66,728
Debt Service:
PLNCIPAL oottt e s e et 26,037
INEETESE ..ottt e et ee et 3.274
Total EXPENAItUIes ....c..eeeveeeeececnerieee e eeeeeseee e s es e ee e $ _ 891,731
Net Change in Fund Balance .........cccoooeveecmeecvieeieveeeeeeeenann. Pt e aa s $ 124,929
Fund Balance - Beginning of YEar ........ccocooiovuoveeieeieieeeeeeeeeeeeeeeeee e oo, 454.368
Fund Balance - End of YEar .........oooiiioiiioeeeee e e $ _579.297

See Accompanying Notes to Financial Statements
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DAKOTA DUNES COMMUNITY IMPROVEMENT DISTRICT

RECONCILIATION OF THE STATEMENT OF REVENUES,
EXPENDITURES, AND CHANGES IN FUND BALANCE -
GOVERNMENTAL FUND TO THE STATEMENT OF ACTIVITIES

FOR THE YEAR ENDED DECEMBER 31, 2010

Net change in fund balances - total governmental fund (page 16) ........ $ 124,929

Amounts reported in governmental activities in the statement of
net assets are different because:

Governmental funds report capital outlays as expenditures.
However, in the statement of activities, the cost of those
assets is allocated over their estimated useful lives and
reported as depreciation expense. Depreciation expense
exceeded capital outlays in the current year as follows:

Expenditures for Capital Outlays ..........o.ocoeeoeeveveveeeerereee $ 66,728
Depreciation EXpense ........oooeoveeieeeeceeeeieee oo ( 695.277) ( 628,549)

Donated capital assets increase net assets in the statement of
activities, but do not appear in the governmental funds because
they are not reported as expenditures in governmental funds .......... 296,838

Compensated absences reported in the statement of activities do
not require the use of current financial resources and are not
reported as expenditures in governmental funds ...........ooovervinnnnn { 1,637

Revenue reported as deferred revenue in the governmental fund
financial statements was recorded as revenue in the government-

wide financial Statements ...........cccoeueveeieerererneeeeeem s 297

Payment on capital lease is an expenditure in the governmental

funds but reduces long-term liabilities in the statement of net assets, 26,037
Change in net assets of governmental activities (page 12-13) .............. $( 182,085)

See Accompanying Notes to Financial Statements
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DAKOTA DUNES COMMUNITY IMPROVEMENT DISTRICT

STATEMENT QOF NET ASSETS
PROPRIETARY FUNDS
DECEMBER 31, 2010
Total
Water Sewer Proprietary
ASSETS Fund Fund Funds
CURRENT ASSETS
Cash e $ 206,233 $ 206,233
Certificates of Deposit .......coccovvevvoereereeee 317,146 317,146
Accounts Receivable, Net  ......ococoeceeevvennmee 20,325 § 27,844 48,169
Interfund Receivable ........ccooovmememeeeemeeeeio 149,107 149,107
INVENtOries ...ttt 7.906 7.906
Total Current Assets ......ccoeeevervvvvvenennnn. $ 700,717 £ 27844 § 728,561
CAPITAL ASSETS
Land e $ 72,826 $ 980 § 73,806
Improvements Other Than Buildings ....................... 8,034,057 5,155,656 13,189,713
Machinery and Equipment ........cocoooovvveenvererennn. 54,804 54,804
Intangible ASSEtS ...ocoecevvvrrieiceeeeets e 244,864 244.864
§ 8,406,551 ¥ 5,156,636 $ 13,563,187
Less Accumulated Depreciation and Amortization . 2.593.033 1,678.089 4,271,122
Capital Assets, Net ......ccoveevereeneverieernn. $ 5.813.,518 $3.478.547 $ _9.292.065
Total Assets ......cccoevvvevceevorereeeeeeeeeeevenn. $ 6514235 $ 3506391 $ 10,020,626
LIABILITIES
CURRENT LIABILITIES
Accounts Payable .........cooooeovveoeeeeoeeeeeeeeee $ 6,819 £ 15383 § 22,202
Accrued Wages .....occoveeeceireeeciseeeeeeeeee e eeess oo 6,434 2,145 8,579
Customer Deposits .........cccccemeeeececnveereeeeeeeeresenan, 700 700
Deferred ReVERUE ....c.oovveveueeeeeeeeeeeeeeoooeo 1,000 1,000
Interfund Payable ........coccooveeeeeoeoeeeeeeeeeeee 144,033 144,033
Current Portion of Note Payable - SRF Loan .......... 25,852 25,852
Total Current Liabilities ........c.ocoevurneenn... $ 40,805 $ 161,561 § 202,366
NON-CURRENT LIABILITIES
Note Payable - SRF Loan ..........cccoocvvvveeeeeeeeenn.., $ 20213 $ 20,213
Compensated ABSENCES ....c.ooveeverevrrecvecreceesreeeseeennnn 4378 $ 1.459 5.837
Total Non-Current Liabilities ......ooevonnnnn. $ 24,591 $ 1,450 § 26,050
NET ASSETS
Invested in Capital Assets, Net of Related Debt ... $ 5,767,453 $ 3,478,547 $ 9,246,000
Unrestricted  .....oueeeeeeececivtieeeeeeeeeee e 681.386 (__135,176) 546,210
Total Net ASSEts .....oeeeecevevvvereeeerereeeeenna $ 6.448.839 $ 3343371 $§ 9792210
Total Liabilities and Net Assets —................ $ 6514235  $3.506391 $ 10020626

See Accompanying Notes to Financial Statements
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DAKOTA DUNES COMMUNITY IMPROVEMENT DISTRICT

STATEMENT OF REVENUES,
EXPENSES, AND CHANGES IN NET ASSETS

PROPRIETARY FUNDS

FOR THE YEAR ENDED DECEMBER 31, 2010

Total
Water Sewer Proprietary
Fund Fund Funds
OPERATING REVENUES
Charges fOr SEIVICES .oovvveeveeueeneeeeeeeeoeeeeoeeoeon $ 505276 $§ 298,001 § 803,277
Rental Revenue .......o.oooeeoooeeeeeeeeeeeeeeeeee 43,222 43,222
Miscellaneous INCOME  ....ocvevoveeeeenereeen, 5.834 8,923 14,757
Total Operating Revenues —...................... $ 554332 § 306,924 $ 861,256
OPERATING EXPENSES
Personal Services ......ooveeeeveemeeeeeeeeeeeeeeon $ 180309 § 57,590 $ 237,899
Other Current EXpense .........coocooevovooeeeeeee, 222,564 234,873 457,437
Depreciation  .........oceeeeeveieiieeeeeeeeeeeeeeree e 180,423 112,101 292,524
AmOTHZAtION ..ot 9327 9,327
Total Operating EXpenses ..........ocoeo...... $ 592623 $ _404,564 $ _997.187
Operating (LOSS) oo, $(  38291) $( 97,640) $( 135,93 1)
NON-OPERATING REVENUES (EXPENSES)
(Loss) on Disposal of Capital Assets .................. $( 15480) $(  15,480)
Investment Earnings ........ccccovuvevmveeveveerecevsrosn $ 4,622 1,536 6,158
Interest EXpense .......ooooevevecvccereeeneoneeeeeeseeee e, ( 2,161) ( 2,161)
Total Non-Operating Revenues .............. $ 2461  $( __13.944) $( _ 11.483)
(Loss) Before Contributions ..........ccooveeeeeeeerenrennnn $C  35830) $( 111,584) $( 147,414)
Capital Contributions .......c.....eeeeuveeeeeeeeesereeeererennn 92,960 74.815 167,775
Change in Net ASSets ....o.ooeevvereveecerevereeeeeeeeeeeesnn $ STLIB0 8 36,769) $ 20,361
Net Assets - Beginning of Year ...c.ocoocevevveevrvennnnn. 6,223,187 3,380,140 9,603,327
Prior Period Restatement ............cooeevemvevvrveressreenn, 168,522 168.522
Net Assets - End of Year ........cccooovveveveveveeeeeennn, $ 6448839 § 3343371 $ 9792210

See Accompanying Notes to Financial Statements
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DAKOTA DUNES COMMUNITY IMPROVEMENT DISTRICT

STATEMENT OF CASH FLOWS

PROPRIETARY FUNDS

FOR THE YEAR ENDED DECEMBER 31, 2010

CASH FLOWS FROM OPERATING ACTIVITIES
Cash Received from Customers
Cash (Paid to) Other Funds as Interfund

Reimbursements
Cash Paid to Employees for Services
Cash Paid to Suppliers of Goods and Services
Rental Receipts
Miscellaneous Income

..................................

.....................................................
.........................
...........
...........................................................

................................................

Net Cash Provided (Used) by Operating
Activities

....................................................

CASH FLOWS FROM CAPITAL AND RELATED
FINANCING ACTIVITIES
Payment for Purchase of Capital Assets
Principal Paid on Capital Debt
[nterest Paid on Capital Debt

.................
...............................

..................................

Net Cash (Used) by Capital and Related
Financing Activities

...................................

CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of Certificates of Deposit
Interest Earned on Investments

............................

...................................

Net Cash Provided (Used) by Investing
Activities

.................................................

Net (Decrease) in Cash

....................................................

Cash at Beginning of Year

..............................................

Cash at End of YEAr .ecveeeeeeeeeeeeeeeeeeeeeeee oo

NON-CASH CAPITAL FINANCING ACTIVITIES
Capital Assets Acquired Through Contributions
from Developers

.......................................................

See Accompanying Notes to Financial Statements

Water
Fund

$ 504,170

$( 18,812)

$( 45,971)
( 24.967)
( _2.161)

$( 73,099)
$(  5.969)
$( __1.347)
$( 93,258)

299.491
$ 206233

$ _92.960

Sewer
Fund

$ 291,334

144,033
( 56.835)
( 365.928)

_ 8923

$ 21,527

$( 59,749)

$( 59,749)

$ _ 1536

§ _ 1536
$(  36,686)
36,686

$ 74815

Total
Proprietary
Funds

$ 795,504

( 32,531)
( 234.877)
( 584.360)
44222
14.757

$ 2715

$( 105,720)

( 24,967)
( _2.161)

$( 132,848)

$(C  5,969)
6.158
$ 189

$( 129,944)
336,177
$ 206233

$ 167,775



DAKOTA DUNES COMMUNITY IMPROVEMENT DISTRICT

STATEMENT OF CASH FLOWS

PROPRIETARY FUNDS
FOR THE YEAR ENDED DECEMBER 31, 2010

Total
Water Sewer Proprietary
Fund Fund Funds
RECONCILIATION OF OPERATING (LOSS)
TO NET CASH PROVIDED (USED) BY
OPERATING ACTIVITIES
Operating (LoSS) ..cooveeeereeeccreeeeceeei e $(C 38291)  $( 97,640)  $( 135,931)
Adjustments to Reconcile Net Operating (Loss) to
Net Cash Provided (Used) by Operating Activities:
Depreciation EXpense .........cocoeevvvvevreveeeeeeseenanens 180,423 112,101 292,524
Amortization EXpense .........cccoceveieeevevverneenennnn. 9,327 9,327
(Increase) Accounts Receivable ..........ccuoeeeneees., (  L156) (  6,667) ( 7.823)
(Increase) in Interfund Receivable ....................... { 149,107) ( 149,107)
Decrease in Inventory ..........ccceveeveeeeecceseeeenennnnnn, 1,921 1,921
Increase (Decrease) in Accounts Payable ............ 2,211 ( 131,055) ( 128,844)
Increase in Accrued Wages .........cccooveeveeerennnn. 1,013 337 1,350
Increase in Customer Deposits .......ccooeveveeeennnn... 50 50
Increase in Deferred Revenue  .......oooveneeveen 1,000 1,000
Increase (Decrease) Interfund Payable ................. ( 27457) 144,033 116,576
Increase in Compensated Absences ..................... 1,254 418 1,672
Net Cash Provided (Used) by Operating
ACHVILIBS  vvrreeceeereecreeeeet e e, $( _18812) § _21,527 $ _2715

See Accompanying Notes to Financial Statements



DAKOTA DUNES COMMUNITY IMPROVEMENT DISTRICT

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2010

Note T - SIGNIFICANT ACCOUNTING POLICIES

The following is a summary of the significant accounting policies followed in the
preparation of these financial statements.

A-

Financial Reporting Entity

The reporting entity of the Dakota Dunes Community Improvement District {District),
consists of the primary government (which includes all of the funds, organizations,
institutions, agencies, departments, and offices that make up the legal entity); those
organizations for which the primary government is financially accountable; and, other
organizations for which the nature and significance of their relationship with the
primary government are such that their exclusion would cause the financial reporting
entity's financial statements to be misleading or incomplete. The District does not
include any component units within its reporting entity.

Basis of Presentation
Government-Wide Financial Statements

The Statement of Net Assets and Statement of Activities display information about the
reporting entity as a whole. They include all funds of the reporting entity. The
statements distinguish between governmental and business-type activities.
Governmental activities generally are financed through taxes, intergovernmental
revenues, and other non-exchange revenues. Business-type activities are financed in
whole or in part by fees charged to external parties for goods or services.

The Statement of Activities presents a comparison between direct expenses and
program revenues for each segment of the business-type activities of the District and
for each function of the District's governmental activities. Direct expenses are those
that are specifically associated with a program or function and therefore, are clearly
identifiable to a particular function. Program revenues include (a) charges paid by
recipients for goods and services offered by the programs and (b) grants and
contributions that are restricted to meeting the operational or capital requirements of a
particular program. Revenues that are not classified as program revenues, including all
taxes, are presented as general revenues.

Fund Financial Statements

Fund financial statements of the reporting entity are organized into funds, each of
which is considered to be a separate accounting entity. Each fund is accounted for by
providing a separate set of self-balancing accounts that constitute its assets, liabilities,
fund balances, revenues, and expenditures/expenses. Funds are organized into two
major categories: governmental and proprietary. An emphasis is placed on major
funds within the governmental and proprietary categories. A fund is considered major
if it is the primary operating fund of the District or it meets the following criteria:

2.



DAKOTA DUNES COMMUNITY IMPROVEMENT DISTRICT

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2010

Note 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(Cont.) B - Basis of Presentation - (Continued)

1. Total assets, liabilities, revenues, or expenditures/expenses of the individual
governmental or enterprise funds are at least 10 percent of the corresponding total
for all funds of that category or type, and

2. Total assets, liabilities, revenues, or expenditures/expenses of the individual
governmental or enterprise fund are at least S percent of the corresponding total for
all governmental and enterprise funds combined, or

3. Management has elected to classify one or more governmental or enterprise funds as
major for consistency in reporting from year to year, or because of public interest in
the fund's operations.

The major funds of the District financial reporting entity are described below:

Governmental Fund

General Fund - The General Fund is the general operating fund of the District. It is
used to account for all financial resources except those required to be accounted for
in another fund. The General Fund is always considered to be a major fund.

Proprietary Funds

The focus of proprietary fund measurement is upon determination of operating income,
changes in net assets, financial position, and cash flows. Operating revenues and
expenses are distinguished from non-operating revenues and expenses. Operating
revenues and expenses generally result from providing services and producing and
delivering goods in connection with a proprietary fund's principal ongoing operations,
All revenues and expenses not meeting this definition are reported as non-operating
revenues and expenses. The principal operating revenues of enterprise funds are charges
to customers for services. Operating expenses consist of cost of sales and services,
administrative expenses and depreciation of capital assets.

Enterprise Funds - Enterprise funds are used to account for business-like activities
provided to the general public. These activities are financed primarily by user
charges and the measurement of financial activity focuses on net income
measurement similar to the private sector.

The enterprise funds and business-type activities do not apply any FASB Statements
and Interpretations issued after November 30, 1989,
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DAKOTA DUNES COMMUNITY IMPROVEMENT DISTRICT

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2010

Note 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(Cont.) B - Basis of Presentation (Continued)

Water Fund - Financed primarily by user charges, this fund accounts for the
construction, operation and maintenance of the District waterworks system and
related facilities,

Sewer Fund - Financed primarily by user charges, this fund accounts for the
construction, operation and maintenance of the District sanitary sewer and related
facilities.

C- Measurement Focus and Basis of Accounting

Measurement focus is a term used to describe "how" transactions are recorded within
the various financial statements. Basis of accounting refers to "when" revenues and
expenditures or expenses are recognized in the accounts and reported in the financial
statements, regardless of the measurement focus.

Measurement Focus

Government-Wide Financial Statements - In the government-wide Statement of Net
Assets and Statement of Activities, governmental and business-type activities are
presented using the economic resources measurement focus, applied on the accrual
basis of accounting.

Fund Financial Statements - In the fund financial statements, the "current financial
resources" measurement focus and the modified accrual basis of accounting are applied
to governmental and similar fiduciary fund types, while the "economic resources"
measurement focus and the accrual basis of accounting are applied to the proprietary
funds.

Basis of Accounting

Government-Wide Financial Statements - In the government-wide Statement of Net
Assets and Statement of Activities, governmental and business-type activities are
presented using the accrual basis of accounting. Under the accrual basis of accounting,
revenues and related assets are recorded when they occur (usually when the right to
receive cash vests); and, expenses and related liabilities are recorded when an
obligation is incurred (usually when the obligation to pay cash in the future vests),

Fund Financial Statements - All governmental fund types are accounted for using the
modified accrual basis of accounting. Their revenues, including property taxes, are
recognized when they become measurable and available. "Available" means resources
are collected or to be collected soon enough after the end of the fiscal year that they can
be used to pay the bills of the current period. The accrual period for the District is

30 days. The revenues which are accrued at December 31, 2010, are cable franchise
revenues and reimbursements.
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DAKOTA DUNES COMMUNITY IMPROVEMENT DISTRICT

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2010

Note 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(Cont.) C - Measurement Focus and Basis of Accounting (Continued)

Fund Financial Statements (Continued)

Under the modified accrual basis of accounting, receivables may be measurable but not
available. Available means collectible within the current period or soon enough
thereafter to be used to pay liabilities of the current period. Reported deferred revenues
are those where asset recognition criteria have been met but for which revenue
recognition criteria have not been met.

Expenditures are generally recognized when the related fund liability is incurred.
Exceptions to this general rule include principal and interest on general long-term debt
which are recognized when due.

All proprietary funds are accounted for using the accrual basis of accounting. Their
revenues are recognized when they are earned, and their expenses are recognized when
they are incurred.

D - Interfund Eliminations and Reclassifications

Government-Wide Financial Statements - In the process of aggregating data for the
government-wide financial statements, some amounts reported as interfund activity and
balances in the fund financial statements have been eliminated or reclassified, as
follows:

In order to minimize the grossing-up effect on assets and labilities within the
governmental and business-type activities columns of the primary government,
amounts reported as interfund receivables and payables have been eliminated in the
governmental and business-type activities columns, except for the net, residual
amounts due between governmental and business-type activities, which are
presented as internal balances.

E - Capital Assets

Capital Assets include land, buildings, machinery and equipment, and all other tangible
or intangible assets that are used in operations and that have initial useful lives
extending beyond a single reporting period. Infrastructure assets are long-lived capital
assets that normally are stationary in nature and normally can be preserved for
significantly greater number of years than most capital assets.

The accounting treatment of capital assets depends on whether the assets are used in

governmental fund operations or proprietary fund operations and whether they are
reported in the government-wide or fund financial statements.
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DAKOTA DUNES COMMUNITY IMPROVEMENT DISTRICT

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2010

Note ! - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(Cont.) E - Capital Assets (Continued)

Government-Wide Statements - Capital assets are recorded at historical cost, or
estimated cost, where actual cost could not be determined. Donated capital assets are
valued at their estimated fair value on the date donated. Reported cost values include
ancillary charges necessary to place the asset into its intended location and condition
for use. Subsequent to initial capitalization, improvements or betterments that are
significant and which extend the useful life of a capital asset are also capitalized.

The total December 31, 2010, balance of governmental activities capital assets are
valued at original cost. The total December 31, 2010, balance of business-type capital
assets are valued at original cost.

Infrastructure assets used in general government operations, consisting of certain
improvements other than buildings, including roads, bridges, sidewalks, drainage
systems, and lighting systems are recorded at cost, and classified as "Improvements
Other Than Buildings".

Depreciation and amortization of all exhaustible capital assets is recorded as an
allocated expense in the government-wide statement of activities, with net capital assets
reflected in the statement of net assets. Accumulated depreciation and amortization is
reported on the government-wide statement of net assets and on each proprietary fund's
statement of net assets/balance sheet.

Capitalization thresholds (the dollar values above which asset acquisitions are added to
the capital asset accounts), depreciation and amortization methods, and estimated useful
lives of capital assets reported in the government-wide statements and proprietary funds
are as follows:

Depreciation/
Capitalization ~ Amortization Estimated
Threshold Method Useful Life
Land and Land Rights ................ All N/A N/A
Buildings ......ccccoooorvirririinen. $ 50,000 Straight-Line 50 Years
Improvements Other Than
Buildings:
Water/Sewer Lines ............. $ 25,000 Straight-Line 50 Years
Roads ....ccooovvvvreiinrrene $ 50,000 Straight-Line 15-75 Years
Other Improvements ........... $ 10,000 Straight-Line 15-50 Years
Machinery, Equipment
and Vehicles ......ccocovvveveiennn., $ 2,500 Straight-Line 5-20 Years
intangible Assets ........ccouun..... $ 25,000 Straight-Line  20-30 Years

Land is an inexhaustible capital asset and is not depreciated.
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DAKOTA DUNES COMMUNITY IMPROVEMENT DISTRICT

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2010

Note 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(Cont.) E - Capital Assets (Continued)

Fund Financial Statements - In the fund financial statements, capital assets used in
governmental fund operations are accounted for as capital outlay expenditures of the
appropriate governmental fund upon acquisition. Capital assets used in proprietary fund
operations are accounted for on the accrual basis, the same as in the government-wide
statements.

F - Long-Term Liabilities

The accounting treatment of long-term liabilities depends on whether the assets are used
in governmental fund operations or proprietary fund operations and whether they are
reported in the government-wide or fund financial statements.

All long-term liabilities to be repaid from governmental and business-type resources are
reported as liabilities in the government-wide statements. The long-term liabilities
primarily consist of notes payable, financing (capital acquisition) leases, and
compensated absences.

In the fund financial statements, debt proceeds are reported as revenues (other financing
sources), while payments of principal and interest are reported as expenditures when they
become due. The accounting for proprietary fund long-term debt is on the accrual basis,
the same in the fund statements as in the government-wide statements.

G - Program Revenues

Program revenues derive directly from the program itself or from parties other than the
District's taxpayers or citizenry, as a whole. Program revenues are classified into three
categories, as follows:

Charges for Services - These arise from charges to customers, applicants, or others
who purchase, use, or directly benefit from the goods, services, or privileges
provided, or are otherwise directly affected by the services.

Program-Specific Operating Grants and Contributions - These arise from

mandatory and voluntary non-exchange transactions with other governments,
organizations, or individuals that are restricted for use in a particular program.

Program-Specific Capital Grants and Contributions - These arise from mandatory
and voluntary non-exchange transactions with other governments, organizations, or
individuals that are restricted for the acquisition of capital assets for use in a
particular program.
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DAKOTA DUNES COMMUNITY IMPROVEMENT DISTRICT

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2010

Note 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(Cont.) H - Proprietary Funds Revenue and Expense Classifications

In the proprietary funds' Statement of Revenues, Expenses, and Changes in Net Assets,
revenues and expenses are classified in a manner consistent with how they are
classified in the Statement of Cash Flows. That is, transactions for which related cash
flows are reported as capital and related financing activities, non-capital financing
activities, or investing activities are not reported as components of operating revenues
O expenses.

[ - Cash and Cash Equivalents

The District pools the cash resources of its proprietary funds for cash management
purposes. The proprietary funds essentially have access to the entire amount of their
cash resources on demand. Accordingly each proprietary fund’s equity in the cash
management pool is considered to be cash and cash equivalents for the Statement of
Cash Flows.

I - Equity Classifications

Government-Wide Statements - Equity is classified as net assets and is displayed in
three components:

Invested in Capital Assets, Net of Related Debt - Consists of capital assets,
including restricted capital assets, net of accumulated depreciation (if applicable)
and reduced by the outstanding balances of any bonds, mortgages, notes, or other
borrowings that are attributable to the acquisition, construction, or improvement of
those assets.

Restricted Net Assets - Consists of net assets with constraints placed on their use
either by (a) external groups such as creditors, grantors, contributors, or laws and
regulations of other governments; or (b) law through constitutional provisions or
enabling legislation.

Unrestricted Net Assets - All other net assets that do not meet the definition of
“restricted” or "invested in capital assets, net of related debt".

Fund Financial Statements - Governmental fund equity is classified as fund balance,
and may distinguish between "reserved" and "unreserved" components. Proprietary
fund equity is classified the same as in the government-wide financial statements.

K - Application of Net Assets

When an expense is incurred for purposes for which both restricted and unrestricted net
assets are available it is the District's policy to first use restricted net assets, prior to the
use of unrestricted net assets.
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DAKOTA DUNES COMMUNITY IMPROVEMENT DISTRICT

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2010

Note 2 - DEPOSITS AND INVESTMENTS
The District follows the practice of aggregating the cash assets of various funds to
maximize cash management efficiency and returns. Various restrictions on deposits and
investments are imposed by statutes. These restrictions are summarized below:

Deposits - The District's cash deposits are made in qualified public depositories in the form
of demand and time deposits. Qualified depositories are required by SDCL 4-6A-3 to
maintain at all times, segregated from their other assets, eligible collateral having a value
equal to at least 100 percent of the public deposit accounts which exceed deposit insurance
such as the FDIC and NCUA. In lieu of pledging eligible securities, a qualified public
depository may furnish irrevocable standby letters of credit issued by federal home loan
banks accompanied by written evidence of that bank's public debt rating which may not be
less than "AA" or a qualified public depository may furnish a corporate surety bond of a
corporation authorized to do business in South Dakota.

Investments - In general, SDCL 4-5-6 permits District funds to be invested only in (a)
securities of the United States and securities guaranteed by the United States government
either directly or indirectly; or (b) repurchase agreements fully collateralized by securities
described in (a) above; or (c) in shares of an open-end, no-load fund administered by an
investment company whose investments are in securities described in (a) above and
repurchased agreements described in (b) above. Also, SDCL 4-5-9 requires investments to
be in the physical custody of the political subdivision or may be deposited in a safekeeping
account with any bank or trust company designated by the political subdivision as its fiscal
agent.

All of the District’s investments are in bank certificates of deposits with initial maturities of
greater than 90 days.

Assignment of Investment Income - State law allows income from deposits and
investments to be credited to either the General Fund or the fund making the investment.
The District's policy is to credit all income from deposits and investments to the fund
making the investment.

Note 3 - RECEIVABLES AND PAYABLES
Receivables and payables due from or to a single party are not aggregated in these financial
statements. The District expects all receivables to be collected within a year.

Note 4 - INVENTORY
Inventory in the General Fund consists of expendable supplies held for consumption.
Supply inventories are recorded at cost.
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DAKOTA DUNES COMMUNITY IMPROVEMENT DISTRICT

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2010

Note 4 - INVENTORY

(Cont.) Inventory acquired for resale in the proprietary funds is recorded as an asset when acquired.
The consumption of inventories held for resale is charged to expense as it is consumed.
Inventories held for resale are recorded at the lower of cost or market, on the first-in, first-
out cost flow assumption.

Government-Wide Financial Statements - In the government-wide financial statements,
inventory is recorded as an asset at the time of purchase, and charged to expense as it is
consumed.

Fund Financial Statements - In the fund financial statements, inventory is recorded as an
asset at the time of purchase and charged to expense as it is consumed. Material supply
inventories are off-set by a fund balance reserve which indicates that they do not constitute
"available spendable resources™ even though they are a component of net current assets.

Note 5 - DEFERRED REVENUE
Under the modified accrual basis of accounting, receivables may be measurable but not
available. Available means collectible within the current period or soon enough thereafter
to be used to pay liabilities of the current period. Reported deferred revenues are those
where asset recognition criteria have been met but for which revenue recognition criteria
have not been met.

Note 6 - PROPERTY TAXES
Property taxes attach as an enforceable lien on property as of January 1 of each year.
Taxes are levied on or before October 1 and payable in two installments on or before
April 30 and October 31 of the following year.

The District is permitted by several state statutes to levy varying amounts of taxes per
$1,000 of taxable valuation on taxable real property in the District. The maximum mill
levy by state statute is 10.0.
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DAKOTA DUNES COMMUNITY IMPROVEMENT DISTRICT

DECEMBER 31, 2010

Note 7 - CHANGES IN CAPITAL ASSETS
A summary of changes in capital assets for the year ended December 31, 2010, is as
follows:

Governmental Activities:
Capital Assets, Not Being

Depreciated:
Land

Total Capital Assets

Not Being Depreciated

Capital Assets, Being Depreciated:

improvements Other Than

Buildings

Machinery and Equipment

Total Capital Assets Being

Depreciated

Less Accumulated Depreciation:

Improvements Other Than

Buildings

Machinery and Equipment
Total Accumulated
Depreciation

Total Net Capital Assets,

Being Depreciated

Governimental Activities
Capital Assets, Net

Depreciation expense was charged to functions as follows:

General Government

Public Safety
Public Works

Culture and Recreation

'Balance
January 1,
_2010

$ 2,252,320
$ 2,252,320

$ 25,107,188
816,382

$ 25,923,570

$ 10,846,090

471,162

$ 11,317,252
$ 14,606,318

$ 16,858,038

......................

...................

Increases

$ 327,240
31.784

$ 359,024

$ 612,321
_82.956

$ 695,277
$(336,253)

$(331.712)

---------------------

........................................................

.......................................................

.....................

Total Depreciation Expense - Governmental

Activities
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Decreases

L

2,198
15,150
594,424
83,505

695,277

Balance
December 31,
2010

$ _2.256.861
$ 2,256,861

$ 25,434,428
848,166

$ 26,282,594

$ 11,458,411
554.118

$ 12,012,529
$ 14,270,065

$ 16,526,926



DAKOTA DUNES COMMUNITY IMPROVEMENT DISTRICT

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2010

Note 7 - CHANGES IN CAPITAL ASSETS

(Cont.)

Business-Type Activities:
Capital Assets, Not Being
Depreciated/Amortized:

Land
Total Capital Assets

Not Being Depreciated/

Amortized

Capital Assets, Being Depreciated/

Amortized:
Improvements Other Than
Buildings
Machinery and Equipment
Intangible Assets
Total Capital Assets Being
Depreciated/Amortized

Less Accumulated Depreciation/
Amortization:
Improvements Other Than
Buildings
Machinery and Equipment
Intangible Assets
Total Accumulated
Depreciation/
Amortization
Total Net Capital Assets,
Being Depreciated/
Amortized
Business-Type Activities
Capital Assets, Net

Balance Prior Balance
January 1, Period December 31,
2010 Restatement Increases Decreases 2010
$ 73,806 $ 73,806
$ 73,806 - - - % 73,806
$ 12,977,668 $ 227,524 $(15480) §$ 13,189,712
54,804 54,804
$ 198,893 45,971 244 864
$ 13,032,472 $ 198,893 § 273,495 $(15,480) $ 13,489,380
$ 3,896,456 $ 289,185 $ 4,185,641
42,443 3,339 45,782
$ 30371 9.327 39.698
$ 3938899 § 30371 % 301.851 - % 4271121
$ _9,093573 $ 168,522 $( _28,356) $(15.480) $ 9218259
$ 9,167,379 § 168,522 $( _28.356) $(15480) $ _9,292,065

Depreciation and amortization expense was charged to functions as follows:

Water Fund
Sewer Fund

$ 189,750
112,101

Total Depreciation Expense - Business -
Type Activities

$ 301851

Capital assets as of January 1, 2010, were restated to include intangible assets generated from
payments made to the City of Sioux City in accordance with a 30 year water service
agreement entered into on April 1, 2002. The payments were made in 2004, 2005 and 2007.
$198,893 was added to intangible assets and accumulated amortization was increased by

$30,371.
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DAKOTA DUNES COMMUNITY IMPROVEMENT DISTRICT

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31,2010

Note 8 - LONG-TERM LIABILITIES
A summary of changes in long-term liabilities follows:

Balance Balance Due
January 1, December 31, Within
2010 Additions  Deletions 2010 One Year
Primary Government:
Government Activities:
Financing (Capital
Acquisition) Lease $ 52,161 $( 16,495) $ 35,666 $ 17,372
Financing (Capital
Acquisition) Lease 9,542 ( 9,542) -
Compensated Absences 3,158 $ 4,795 (_3.158) 4,79 -
Total Governmental
Activities $ 64,861 $ 4,795 $(29,195)  $40,461 $ 17372
Business-Type Activities:
SRF Loan $ 71,032 $(24,967)  $ 46,065 $ 25,852
Compensated Absences 4.165 $ 5837 (_4.165) 5,837 -
Total Business-Type
Activities $ 75197 $ 5837 $(29.132) $51.902 $ 25852
Total Primary
Government $ 1400 $ 10632 $(58.327) $ 92,363 $ 43,224
Debt Payable at December 31, 2010, is comprised of the following:
The SRF Loan is Payable in Quarterly Payments of $6,782 with
an Interest Rate of 3.5 Percent and will Mature July 1, 2012.
Payments will be Made from the Water Fund .......coco.oovenrnnnnn $ 46,065
Compensated Absences Are Amounts Due to Employees for
Accrued Sick Leave. Payments will Be Made from the General
FUNA oottt $_4795
Compensated Absences are Amounts Due to Employees for
Accrued Sick Leave. Payments will be Made from the Water
FUNA ottt $_4378
Compensated Absences Are Amounts Due to Employees for
Accrued Sick Leave. Payments will Be Made from the Sewer
FUNA oottt st s eeree s e $_1.459
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DAKOTA DUNES COMMUNITY IMPROVEMENT DISTRICT

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2010

Note 8 - LONG-TERM LIABILITIES
(Cont.)

Financing (Capital Acquisition) Lease - Street Sweeper, Payable
in Annual Payments of $19,265 and will Mature April 1, 2012.
Payments will be Made from the General Fund

The gross amount of capital assets recorded in the balance sheet as financing leases is

$167,088, and is being depreciated over the shorter of the estimated useful-life of the asset,
or the lease term, as appropriate.

The annual requirements to amortize all debt outstanding as of December 31, 2010, except
for compensated absences are as follows:

Financing (Capital
Ending SRF Loan Acquisition) Leases Total
December 31 Principal Interest Principal Interest  Principal Interest
2011 $25852 § 1,275 $17,372 $1,893 $ 43224 §3,168
2012 20.213 357 18,294 971 38.507 1.328
Total $46,065 $ _ 1,632 $35666 $2864 $ 81731 $ 4,496

Note 9 - OPERATING LEASES
The District leases office space in the Dakota Dunes Welcome Center building. Payments
are made from the General Fund, the Water Fund and the Sewer Fund. The initial lease

term was five years, terminating November 30, 2006, with three five-year renewal options.
During 2006, the District exercised the first five-year option.

The District also leases a maintenance building and a cold storage facility. These leases
were renewed during April 2010 for a five year period, with five one-year renewal options.,

The following are the minimum payments on existing operating leases:

Years General Water Sewer

Ending Fund Fund Fund Total
2011 $ 45963 $ 11,221 $3741 $ 60,925
2012 31,001 31,001
2013 31,001 31,001
2014 31,001 31,001
2015 7.750 7.750

$146.716 $1122] $3741 $ 161,678

Total rental expenditures for operating leases for the year ended December 31, 2010, were
$64,396.
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NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2010

Note 10 - INDIVIDUAL FUND INTERFUND RECEIVABLE AND PAYABLE BALANCES
Interfund receivable and payable balances at December 31, 2010, were:

Interfund Interfund
Fund Receivables Payables
General Fund ........oovvvieeeeeeeeeeeeev e, $ 5,074
Enterprise Funds:
WALET oo s s $ 149,107
SEWEL ittt ve e e eneaeseenensoras 144,033
Total oo, $ 149.107 $ 149,107

Interfund receivable and payable balances represent amounts due to/from other funds.
Additionally, the water and sewer funds share a common cash account so the interfund
balance between the water and sewer fund is the sewer fund's share of the cash balance on
hand in the water fund. All interfund activity is expected to be repaid within one year.

Note 11 - RETIREMENT PLAN
All employees, except for part-time employees, participate in the South Dakota Retirement
System (SDRS), a cost-sharing, multiple employer public employee retirement system
established to provide retirement benefits for employees of the State of South Dakota and
its political subdivisions. The SDRS provides retirement, disability and survivor benefits.
The right to receive retirement benefits vests after three years of credited service.
Authority for establishing, administering and amending plan provisions are found in South
Dakota Codified Law 3-12. The SDRS issues a publicly available financial report that
includes financial statements and required supplementary information. That report may be
obtained by writing to the SDRS, P.O. Box 1098, Pierre, South Dakota 57501-1098 or by

calling (605) 773-3731.

Full-time employees are required by state statute to contribute 6% of their salary to the
plan. A full-time employee is defined as one who works at least twenty hours per week for
six months of the year. State statute requires the employer to contribute an amount equal to
the employee’s contribution. State statute also requires the employer to make an additional
contribution in the amount of 6.2% for any compensation exceeding the maximum taxable
amount for social security for general employees only. The District's share of contributions
to the SDRS for the fiscal years ended December 31, 2010, 2009 and 2008, were $23,588,
$23,405, and $23,028, respectively, equal to the required contributions each year.
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NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2010

Note 12 - LITIGATION
During January 2010, the District was named as a defendant in a claim filed by a Dakota
Dunes resident. The complaint does not contain any specific factual statements claiming
that the District is responsible for monetary damages and therefore the District does not
anticipate any loss as a result of this litigation.

Note 13 - RISK MANAGEMENT
The District is exposed to various risks of loss related to torts; theft of, damage to, and
destruction of assets; errors and omissions; injuries to employees; and natural disasters.
During the year ended December 31, 2010, the District managed its risks as follows:

Liability Insurance - The District is a member of the South Dakota Public Assurance
Alliance (SDPAA), a public entity risk pool currently operating as a common risk
management and insurance program for South Dakota local government entities. The
objective of the SDPAA is to administer and provide risk management services and risk
sharing facilities to the members and to defend and protect the members against liability,
to advise members on loss control guidelines and procedures, and provide them with risk
management services, loss control and risk reduction information and to obtain lower
costs for that coverage. The District's responsibility is to promptly report to and
cooperate with the SDPAA to resolve any incident which could result in a claim being
made by or against the District. The District pays an annual premium to provide
coverage for torts, auto liability, and physical damage; and errors and omissions of

public officials.

The agreement with the SDPAA provides that the above coverage will be provided to
varying limits. Member premiums are used by the pool for payment of claims and to
pay for reinsurance for claims in excess of $250,000 to the upper limit.

A portion of the member premiums are also allocated to a cumulative reserve fund. The
District would be eligible to receive a refund for a percentage of the amount allocated to
the cumulative reserve fund on the following basis:

End of District's First Full Year 50%
End of District's Second Full Year 60%
End of District's Third Full Year 70%
End of District's Fourth Full Year 80%
End of District's Fifth Full Year 90%
End of District's Sixth Full Year

and Thereafter 100%

As of December 31, 2010, the District has vested balance in the cumulative reserve fund of
$12,190 and a total balance, including the non vested portion, of $12,841.
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NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2010

Note 13 - RISK MANAGEMENT

(Cont.) The District carries a $1,000 deductibie for the automobile coverage, a $2,500 deductible
for machinery coverage, $1,000 deductible for buildings, contents and municipal income,
and $250 deductible for miscellaneous property coverage.

The District does not carry additional insurance to cover claims in excess of the upper
limit. Settled claims resulting from these risks have never exceeded the liability coverage.

Workers' Compensation - The District is a member of the South Dakota Municipal League
Workers' Compensation Fund (SDMLWC), a public entity risk pool currently operating as
a common risk management and insurance program for South Dakota local government
entities. The objective of the SDMLWC is to formulate, develop, and administer, on behalf
of the member organizations, a program of workers' compensation coverage, to obtain
lower costs for that coverage, and to develop a comprehensive loss control program. The
District's responsibility is to initiate and maintain a safety program to give its employees
safe and sanitary working conditions and to promptly report to and cooperate with the
SDMLWC to resolve any workers' compensation claims. The District pays an annual
premium to the pool to provide workers' compensation coverage for its employces.
Coverage limits are set by state statute. The pool pays the first $325,000 of any claim per
individual. The pool has reinsurance, which covers up to an additional $1 ,675,000 per
individual per incident.

The District does not carry additional insurance to cover claims in excess of the upper
limit. Settled claims resulting from these risks have never exceeded the liability coverage.

Unemployment Benefits - The District has elected to be self-insured and retain all risk for
liabilities resulting from claims for unemployment benefits. At December 31, 2010, no
claims for unemployment benefits were filed or paid.

Note 14 - RELATED PARTY TRANSACTIONS
The District leases a maintenance building from a related party. A board member of the
District is also a key employee of the related party. Total lease payments made to the
related party were $29,598 for the year ended December 31, 2010.

Note 15 - SUBSEQUENT EVENT
In preparing the financial statements, the District has evaluated all subsequent events, for
potential recognition or disclosure, through November 10, 2011, the date the financial
statements were available to be issued.

The District experienced a significant flooding event from June 2011 through September,
2011, requiring emergency construction of a levee system to protect the District’s
infrastructure and other real property within the District. In addition, other emergency
actions were taken including the evacuation of approximately 50% of the residential area
within the District. In order to pay for these emergency actions, during June 2011, the
District entered into a loan agreement with the state of South Dakota for $1 5,000,000. The
loan will be repaid with a combination of state and Federal agency reimbursements, a
District property opt out tax and water utility surcharge. The final cost to be paid by the
District, the amount of the agency reimbursements to be received, and the long term impact
on the District’s tax base are not known at this time, but may materially impact the

District’s operations.
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DAKOTA DUNES COMMUNITY IMPROVEMENT DISTRICT

OTHER SUPPLEMENTARY INFORMATION

BUDGETARY COMPARISON SCHEDULE - GENERAL FUND

FOR THE YEAR ENDED DECEMBER 31, 2010

Budgeted Amounts
Original and Final

REVENUES
Property TaXes ....ccocooveveeieerireeeiciee v $ 981,831
Charges for Goods and Services .......un........ 3,500
Investment Earnings .........ccooveeveevcveeeeeenannnnn 4,500
Rentals ..o 2,250
Other e e 15,000
Total Revenues ........ccoeeeeeeeeevevrnvennnn... $ 1,007,081
EXPENDITURES
General Government  ......c.coeeevvveeeevvvveeeereannnn. $ 299,900
Public Safety ......oocooovveeeeeeeeee e, 73,000
Public WOTKS  .eoeeeeeeieceeeeeeeeeeeecv e 201,150
Culture and Recreation .........cceeoovmvevveveennn. 236,500
Capital Outlay .......cocoorviriveerieeecsecceevonns 130,000
Debt Service oo 29.300
Total Expenditures .........ccoceeeveneneen.... $ _969.850
Net Change in Fund Balance ......coovueveennn.nn. $ 37,231
Fund Balance - Beginning of Year ...................... 454,368
Fund Balance - End of Year ......occccveeeeevvveerannnn, $ 491,599

Notes:

1.

Actual
Amounts Variance
(Budgetary Positive
Basis) (Negative)
$ 987,767 $ 5,936
4,275 775
2,073 ( 2427)
2,250 -
20,295 5,295
$ 1,016,660 $ 9,579
$ 288,349 $ 11,551
71,303 1,697
186,969 14,181
249,070 ( 12,570)
66,728 63,272
29312 ( 12)
$ _891,731 $ 78,119

$ 124929

454,368

$ _579.207

The District does not have a state imposed requirement for a legally adopted budget; but is required
to submit an annual budget to Union County. This budgetary comparison schedule is presented for
supplementary analysis purposes and compares actual operating results for the general fund with
amounts budgeted and approved by the District’s Board of Supervisors.

The budget is prepared in accordance with the modified accrual basis of accounting.

The expenditures for culture and recreation exceeded budgeted amounts due to the 2010 snow
storms resulting in additional overtime pay, contract work and fuel costs.
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INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF
FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENT
AUDITING STANDARDS

Board of Supervisors

Dakota Dunes Community
Improvement District

Union County, South Dakota

We have audited the financial statements of the governmental activities, the business-type activities, and
each major fund of DAKOTA DUNES COMMUNITY IMPROVEMENT DISTRICT (the District),
Union County, South Dakota, as of and for the year ended December 31, 2010, which collectively
comprise the District's basic financial statements and have issued our report thereon dated Novemnber 10,
2011. We conducted our audit in accordance with auditing standards generally accepted in the United
States of America and the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States.

Internal Control Over Financial Reporting

In planning and performing our audit, we considered the District's internal control over financial
reporting as a basis for designing our auditing procedures for the purpose of expressing our opinions on
the financial statements, but not for the purpose of expressing an opinion on the effectiveness of the
District's internal control over financial reporting. Accordingly, we do not express an opinion on the
effectiveness of the District's internal control over financial reporting.

Our consideration of internal control over financial reporting was for the limited purpose described in
the preceding paragraph and was not designed to identify all deficiencies in internal control over
financial reporting that might be significant deficiencies or material weaknesses and therefore, there can
be no assurance that all deficiencies, significant deficiencies, or material weaknesses have been
identified. However, as discussed below, we identified certain deficiencies in internal control over
financial reporting that we consider to be material weaknesses and other deficiencies that we consider to

be significant deficiencies.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent, or
detect and correct misstatements on a timely basis. A material weakness is a deficiency, or a
combination of deficiencies, in internal control such that there is a reasonable possibility that a material
misstatement of the entity's financial statements will not be prevented, or detected and corrected on a
timely basis. We consider the deficiency 2010-02 to be material weaknesses.
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A significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is less
severe than a material weakness, yet important enough to merit attention by those charged with
governance. We consider the deficiency 2010-01 to be a significant deficiency.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Dakota Dunes Community Improvement
District’s financial statements are free of material misstatement, we performed tests of its compliance
with certain provisions of laws, regulations, contracts and grant agreements, noncompliance with which
could have a direct and matenal effect on the determination of financial statement amounts. However,
providing an opinion on compliance with those provisions was not an objective of our audit and,
accordingly, we do not express such an opinion. The results of our tests disclosed no instances of
noncompliance or other matters that are required to be reported under Government Auditing Standards.

The District's responses to the findings identified in our audit are described in the accompanying
Schedule of Findings and Responses. We did not audit the District's responses and, accordingly, we
express no opinion on them.

This report is intended solely for the information and use of management, the Board of Supervisors and
others within the Entity and is not intended to be and should not be used by anyone other than these

specified parties.

4

/&7}. 6«.-1, + 4/,44‘«-4///( .
Certified Public Accountants

Sioux City, lowa
November 10, 2011
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DAKOTA DUNES COMMUNITY IMPROVEMENT DISTRICT

SCHEDULE OF THE STATUS OF PRIOR AUDIT FINDINGS

DECEMBER 31, 2010

STATUS OF PRIOR AUDIT FINDINGS

2009-01 Financial Statement Preparation
The District does not have a system of internal control over the preparation of the

financial statements and note disclosures. The District has determined that the costs

outweigh the benefits and has continued to have the auditor draft the financial statements
and note disclosures.

2009-02 Financial Accounting - Recording Errors
The District has posted the required entries to correct the 2009 recording errors.
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DAKOTA DUNES COMMUNITY IMPROVEMENT DISTRICT
SCHEDULE OF FINDINGS AND RESPONSES
DECEMBER 31, 2010

Part I: Summary of the Independent Auditor's Results

(a)
(b)

(c)
(d)

A unqualified opinion was issued on the financial statements.

Significant deficiencies in internal control over financial reperting were disclosed by the audit of
the financial statements, one of the deficiencies is considered a material weakness.

The audit did not disclose non-compliance, which is material to the financial statements.

See Schedule of Prior Audit Findings for the status of prior audit findings.

Part II: Findings Related to the Financial Statements

Significant Deficiency:

2010-01

Financial Statement Preparation

Condition - The District does not have a system of internal control over the preparation
of the financial statements and note disclosures.

Criteria - The financial statements are the responsibility of the District’s management.
A system of internal control over financial reporting includes controls over financial
statement preparation, including note disclosures.

Cause - The District does not have the resources available to draft the financial
statements and note disclosures.

Effect - Henjes, Conner, & Williams, PC drafted the financial statements and note
disclosures.

Recommendation - We recommend that management and the Board review the process
for financial statement preparation in order to maximize internal controls.

Response - The District reviews the financial statements and note disclosures and makes
changes as appropriate. The District understands the nature of the control deficiency
and will continue to assess the cost/bencfit of designing and implementing controls over
financial statement preparation.
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DAKOTA DUNES COMMUNITY IMPROVEMENT DISTRICT

SCHEDULE OF FINDINGS AND RESPONSES
DECEMBER 31, 2010

Part [II: Findings Related to the Financial Statements

Material Weakness:

2010-02 Financial Accounting - Recording Errors

Condition - We noted material reporting errors on the District’s annual financial report
related to capital assets.

Criteria - Proper financial reporting requires that transactions be recorded accurately and
completely.

Cause - Material adjustments had to be made to accurately reflect financial position and
proper presentation of certain transactions.

Effect - Financial statements that are not prepared completely and accurately diminish
the reliability of the financial data supplied to users.

Recommendation - Care should be taken to properly report all transactions to allow the
preparation of financial statements that are complete and accurate in accordance with
U.S. generally accepted accounting principles.

Response - The District will strive to properly record transactions to allow for accurate
financial statement preparation.
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